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NEW  RETIREMENT  SYSTEM? 


You  may  have  heard  our  retire- 
ment system  is  changing.  That  is 
not  true,  at  least  not  yet.  A 
legislative  committee  is  looking  at 
possible  changes  to  the  Public  Em- 
ployees' Retirement  System 
(PERS).  House  Bill  90  from  the 
^^t  session  requires  the  Committee 
^R  Public  Employee  Retirement 
Systems  to  look  into  ways  to 
change  or  replace  the  PERS.  HB 
90  only  deals  with  the  PERS,  and 
the  committee  will  not  be  consid- 
ering changes  for  other  retirement 
plans.  Another  article  in  this  news 
letter,  Legislative  Committee  Studies 
PERS,  has  more  detail  about  what 
HB  90  requires  and  what  the  legis- 
lative committee  is  doing. 

Your  PER  Board  would  like  to 
emphasize  a  few  points.  The  Mon- 
tana Constitution  protects  your 
pension.  You  have  a  contract 
guaranteeing  your  pension.  The 
contraa  can  not  be  changed  unless 
you  agree  or  the  legislature  guaran- 
ties your  pension  will  be  better.  If 
^R  legislature  creates  a  new  pen- 
sion plan,  you  probably  will  be 


allowed  to  stay  with  the  old  plan 
or  agree  to  a  new  plan.  That 
means  the  legislature  will  not  guar- 
antee the  new  plan  is  better  for 
you.  The  PERS  trust  fund  is  also 
protected  by  the  Montana 
Constitution.  The  trust  fund 
must  be  used  to  provide  benefits. 
Your  retirement  benefits  are  safe 
and  guaranteed  with  the  current 
retirement  system  plan. 

The  legislative  committee  is  look- 
ing for  possible  ways  to  change  the 
current  system,  but  they  cannot 
make  the  changes.  The  committee 
will  recommend  changes  to  the 
Legislature.  But  only  the  Legisla- 
ture can  change  the  statutes  which 
govern  PERS. 

Over  the  next  year,  you  will  hear 
more  about  this  subject.  This  PER 
Board  news  letter  explains  different 
retirement  plan  basics  to  help  pro- 
mote thoughtful  discussion. 

If  you  have  questions,  please  call 
us  at  (406)  444-3154. 
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Should  any  information  in  this 
newsletter  conflict  with 
statutes  or  rules,  the  statutes 
and  rules  will  apply. 


RETIREMENT  PLAN  TYPES 


Most  retirement  plans  are  either  a  DC  or  a  DB 
plan.  What  are  DC  and  DB?  What  type  of  plan  is 
the  PERS?  It  would  be  surprising  if  you  knew  the 
answers.  The  PERS  is  largely  a  DB  plan  -  the  next 
article  provides  additional  details.  Now  we  will 
explain  how  DB  and  DC  plans  differ. 

Defined  Contribution  Plans 

DC  stands  for  "defined  contribution"  and  benefits 
are  based  on  the  money  contributed  to  your 
account  and  the  earnings  on  that  money.  Plans 
like  an  IRA,  401k,  403b,  and  457  are  DC  plans. 
Usually  both  you  and  your  employer  will 
contribute  a  set  (or  "defined")  amount  to  the  plan. 
In  some,  you  can  contribute  more,  up  to  a  limit. 
The  employer  may  contribute  a  set  amount  or 
match  your  contribution  up  to  a  set  limit.  For 
example,  the  plan  may  allow  you  to  contribute  up 
to  15%  and  your  employer  will  match  up  to  5%. 
In  most  DC  plans,  you  will  have  some  control  over 
investing  your  account.  Typically,  the  plan 
manager  will  offer  a  few  investment  packages,  each 
with  varying  degrees  of  risk.  Higher  risks  mean 
greater  possible  returns  but  greater  possible  losses. 
When  you  retire,  you  can  receive  a  lump  sum  or 
monthly  amount  based  on  the  amount  in  your 
account.  The  payments  will  continue  until  you 
receive  all  the  money  in  your  account. 

Defined  Benefit  Plans 

DB  stands  for  "defined  benefit"  and  a  formula  will 
usually  define  your  benefit.  The  benefit  is  definite 
or  defined  and  doesn't  depend  on  how  much 
money  is  in  your  account.  The  benefits  are  paid 
from  a  pooled  pension  trust  fund. 

In  PERS,  your  benefit  is  based  on  your  highest 
three  consecutive  years  of  salary  (FAS),  your 
service  credit,  and  a  factor. 


The  initial  benefit  formula  for  PERS  will  increase  after 
three  years  of  retirement.  The  last  newsletter  described  the 
new  GABA,  a  guaranteed  1 .5%  benefit  increase  each  year. 


You  and  your  employer  contribute  to  the  system 
to  pay  for  your  benefit.  In  PERS,  the  employee 
contribution  is  Vi  the  total  contribution.  If  you 
quit  your  job,  you  can  withdraw  any  money  you 
contribute  plus  interest.  You  cannot  withdraw  any 
of  the  money  the  employer  contributes.  The 
contributions  plus  earnings  from  investments  are 
placed  in  a  pooled  pension  trust  fund.  The  pension 
trust  fund  pays  for  retirement  benefits.  When  you 
reach  retirement  age,  with  at  least  5  years  of 
service,  you  can  receive  your  defined  benefit  for 
life.  Or  you  can  receive  a  reduced  amount  for  your 
life  and  a  second  person's  life  if  you  choose  that 
option.  Most  DB  plans  work  similarly  to  the 
PERS.  The  PERS  also  provides  disability  and^^ 
death  benefits  from  the  pooled  pension  trust  funds^^ 

Advantages  and  Disadvantages 

Any  plan  has  advantages  and  disadvantages, 
depending  on  your  personal  circumstances.  This 
discussion  compares  DB  and  DC  features  generally. 

Pension  portability  is  important  for  workers  who 
change  employers.  If  the  new  employer  is  a 
government  agency  in  Montana,  usually  PERS 
rights  will  not  be  damaged.  Switching  to  a 
different  kind  of  employer  will  cause  a  loss  of  some 
rights.  Another  article  in  this  newsletter  more 
completely  discusses  "Portability". 

With  DC  plans,  each  member  has  a  separate 
account.    You  decide  how  to  invest.    Usually  a 
company  will  manage  your  account  transactions. 
The  company  will  charge  the  administrative  cost  t^^ 
your     account.  In     contrast,      investmer^^ 

professionals  decide  how  to  invest  the  PERS  trust 
fund  assets. 
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Your  investment  returns  will  affect  your  DC 
benefit.  The  more  your  account  earns,  the  bigger 
your  benefit.  Less  earnings  mean  a  smaller  benefit. 
Under  a  DC  plan  the  member  assumes  the 
investment  risk.  If  the  market  goes  bad  or  you 
make  bad  investment  decisions,  your  benefit  will 
be  less.  However,  under  a  DB  plan,  the  system  or 
state  assumes  the  investment  risk.  Your  benefit 
will  not  vary  with  changes  in  the  market. 

A  DB  plan  pays  a  benefit  for  life,  but  when  your 
money  is  gone,  benefits  from  a  DC  plan  may  stop. 
Simply,  you  can  outlive  your  DC  plan.  After  three 
to  five  years  of  retirement,  PERS  members  usually 
receive  more  in  benefits  than  they  paid  into  the 
PERS. 

DB  plans  use  pooled  funds  to  pay  for  regular 
retirement  benefits  and  additional  benefits  such  as 
disability  and  death  benefits.   In  a  DC  plan,  your 


disability  benefit  is  limited  to  what  is  in  your 
account  when  you  become  disabled. 

DB/DC  Summary 

The  purpose  of  both  types  of  systems  is  the  same, 
to  give  members  a  retirement  benefit.  Ultimately 
the  benefit  that  any  plan  can  pay  depends  upon  the 
amount  contributed  and  the  investment  return 
minus  administrative  costs.  Generally  DC  plans 
pay  higher  benefits  early  in  your  career,  but  DB 
plans  pay  better  later  in  your  career.  For  example, 
in  a  DC  plan  both  the  employer  and  employee 
contribute  to  the  member's  account.  If  the 
member  changes  jobs,  then  the  entire  account 
(employer  and  employee's  contributions  plus 
interest)  is  available  to  the  member.  However,  in 
a  DB  plan,  usually  only  the  member's  contribution 
plus  interest  is  available  when  the  member  quits. 
Once  a  member  is  ready  to  retire,  DB  plans 
normally  pay  bigger  benefits. 


PERS  -  NOT  JUST  A  DEFINED  BENEFIT  PLAN 


You  now  know  the  PERS  is  a  DB  plan,  with 
benefits  normally  based  on  a  fixed  formula. 
However,  the  PERS  is  more  than  just  a  simple  DB 
plan.  Originally  the  PERS  was  a  DC  plan,  but  it 
was  later  converted  to  a  DB  plan.  A  mechanism 
was  included  to  ensure  members  did  not  get  less 
under  the  DB  plan  than  under  the  old  DC  plan. 
The  mechanism  is  the  money  purchase  option. 

The  money  purchase  is  like  a  DC  plan,  and  we  use 
it  to  calculate  your  benefit.  First,  we  double  the 
normal  contributions  and  interest  in  your  account. 
Then  we  convert  that  amount  to  an  annuity  based 
on  8%  interest  and  payments  for  life.  When  you 
retire,  we  always  calculate  your  benefit  under  each 
method.  You  will  receive  the  higher  of  the  two 
formulas. 

Normally,  your  benefit  will  be  larger  under  the  DB 
formula.  However,  if  you  quit  and  you  remain  an 


inactive  member  for  a  long  time,  the  money 
purchase  option  may  be  more.  Under  the  DB 
formula,  your  benefit  is  fixed  and  will  not  change 
while  you  are  an  inactive  member.  But,  under  the 
money  purchase,  your  benefit  grows  because  your 
account  gets  bigger  as  it  earns.  This  gives  you  some 
improved  portability.  You  can  work  for  the  state 
for  five  years,  then  move  on.  While  the  money 
purchase  may  not  keep  up  with  inflation,  your 
benefit  under  the  money  purchase  won't  be  as 
affected  by  inflation.  The  PERS  will  pay  you  the 
money  purchase  benefit  for  life.  It  will  not  stop 
until  you  pass  away;  not  even  after  you  receive 
benefits  equal  to  the  amount  in  your  PERS 
account. 

The  money  purchase  makes  the  PERS  a  type  of 
hybrid  plan.  It  is  an  option  that  improves  a  simple 
DB  plan. 


PORTABILITY 


Just  what  is  portability?  Portability  means  the 
ability  of  employees  to  keep  or  move  their 
retirement  when  they  leave  their  employer.  In 
other  words,  changing  jobs  will  not  reduce  your 
benefit.  Greater  portability  is  desirable  for 
people  who  regularly  switch  jobs.  We  have  some 
portability  in  the  PERS,  but  the  PERS  is  designed 
to  encourage  long  term  employment.  Benefits 
can  be  maintained  by  portability  of  benefits, 
account  assets,  and  service. 

Portability  of  benefits  is  influenced  by  vesting. 
The  shorter  the  vesting  period  the  more  portable 
the  benefit.  Vested  means  members  are  entitled 
to  a  benefit  when  they  meet  all  other 
requirements.  In  the  PERS,  you  vest  after  five 
years  of  service.  You  must  still  meet  the 
minimum  age  requirements,  but  when  you  do, 
you  will  get  a  benefit.  Vesting  for  most  public 
retirement  plans  in  the  US,  is  either  five  or  ten 
years.  Some  plans  have  partial  vesting.  For 
example,  you  might  be  25%  vested  at  two  years, 
50%  at  three,  75%  at  four,  and  100%  at  five. 
PERS  doesn't  have  partial  vesting;  at  five  years 
you  vest  all  at  once.  If  you  work  at  least  five 
years  in  a  PERS-covered  position,  then  leave, 
vesting  preserves  your  benefit.  The  longer  the 
vesting  period  the  less  portable  the  benefit.  A 
five-year  vesting  period  will  give  an  employee 
more  flexibility  in  changing  jobs  than  a  10-year 
vesting  period. 

Assets  generally  are  the  money  employers  and 
employees  contribute  to  the  plan  and  the  interest 


the  money  earns.  If  assets  are  highly  portable, 
then  members  can  carry  these  assets  with  them 
when  they  leave  the  plan.  Assets  in  DC  plans  are 
usually  more  portable.  The  member  can 
withdraw  the  employer  and  employee's 
contributions  and  interest  or  roll  them  over  to 
another  plan.  Some  plans  may  only  allow 
members  to  withdraw  the  money  they 
contributed.  A  plan  may  require  members  to 
serve  several  years  before  they  can  withdraw 
anything.  In  the  PERS,  you  may  only  withdraw 
what  you  contributed  and  the  interest.  You  may 
not  withdraw  the  money  the  employer  pays. 
You  can  roll  your  PERS  account  into  another 
qualified  plan,  but  you  can't  roll  another  plan 
into  your  PERS  account.  Also,  you  can't  put 
any  additional  money  to  your  account,  except  to 
buy  service.  Remember,  the  PERS  is  a  DB  plan. 
The  size  of  your  account  doesn't  affect  your 
benefit,  so  you  don't  want  to  put  extra  money  in 
your  account. 

The  service  you  earn  may  also  be  portable.  If 
you  can  count  service  from  a  prior  plan  toward 
your  benefit  in  a  current  plan,  then  service  is 
portable.  Usually  you  have  to  pay  the  cost  of 
moving  the  service  into  the  present  plan. 
Portability  of  service  only  applies  to  DB  plans 
because  service  is  not  a  factor  in  DC  plans.  In 
the  PERS,  any  Montana  public  service  is 
portable,  and  some  federal  and  out  of  state  public 
service  is  portable.  You  must,  however,  pay  the 
cost  of  moving  the  service  into  the  PERS. 


LEGISLATIVE  COMMITTEE  STUDIES  PERS 
Changes  Will  Be  Proposed 

Article  prepared  by  Sheri  Heffelfinger,  Research  Analyst,  Legislative  Services  Division 


PERS  members  can  help  a  legislative  committee  assess 
possible  design  changes  to  the  PERS  retirement  plan. 
The  Committee  on  Public  Employee  Retirement 
Systems  (CPERS)  began  studying  PERS  in  November, 
conducting  two  public  meetings  using  a  video- 
conference  system.  This  format  allowed  PERS 
members  in  several  cities  to  participate.  In  January, 
several  hundred  PERS  members  will  participate  in  focus 
group  meetings  throughout  the  state. 

The  1997  Legislature  directed  CPERS  to  propose 
changes  to  PERS.  Changes  recommended  by  CPERS 
can  become  law  only  through  the  normal  law-making 
process.  The  CPERS  proposal  must  provide  plan 
members  with  increased  portability  and  more  flexibility 
for  choices  related  to  investments,  benefit  payout  and 
contribution  amounts.  The  proposal  must  also  retain 
some  defined  retirement  benefit.  Suggested  changes 
will  not  affect  the  benefits  of  current  PERS  retirees. 
Similarly,  benefits  already  earned  by  employees  are 
protected  by  constitutional  law  and  cannot  be  reduced. 
PERS  financial  soundness  is  also  constitutionally 
protected. 

A  consulting  team  from  Actuarial  Sciences  Associates, 
Inc.  (ASA),  hired  by  CPERS  through  a  public  bidding 
process,  will  help  evaluate  PERS.  ASA  provides  added 
experience  in  retirement  plan  design  and  actuarial 
work.  During  the  week  of  January  12,  1998,  ASA  will 
conduct  12  employee  and  5  employer  focus  groups. 
Meeting  sites  include  Billings  Glendive,  Glasgow, 
Havre,  Great  Falls,  Kalispell,  Missoula,  Butte, 
Bozeman,  and  Helena.  Each  meeting  will  last  90 
minutes. 

Focus  groups  will  include  about  20  people,  a  cross 
section  of  PERS  members  randomly  selected  by  age, 
gender,  salary,  years  of  service,  geographic  location,  and 
employer  type.  Each  PERS  member  selected  to 
participate  will  receive  an  individual  invitation.  State 
and  local  government  employers  will  be  invited  to 
separate  focus  groups  designed  to  help  CPERS  assess 
employer  personnel  objectives. 


The  Public  Employees'  Retirement  Board  recognizes 
the  value  of  gathering  information  and  encourages 
seleaed  PERS  members  and  employers  to  participate  in 
the  focus  group  discussions.  ASA  and  CPERS  intend  to 
work  closely  with  the  PER  Board,  the  trustee  for 
members  and  beneficiaries.  The  Board  has  agreed  to 
help  communicate  with  members,  but  will  assess 
CPERS'  proposals  only  after  ASA  finalizes  specific 
recommendations. 

After  gathering  information,  ASA  will  develop 
recommendations  and  submit  them  to  CPERS  at  a 
meeting  in  early  March.  CPERS  will  determine  which 
changes  should  be  considered  further.  ASA  will  then 
analyze  the  cost  of  the  changes  and  develop  a  plan  to 
implement  the  changes,  if  the  CPERS  proposal  is 
adopted  by  the  legislature. 

PERS  members  and  employers  are  encouraged  to 
comment  at  any  time  during  this  process.  To  be 
considered  in  ASA's  initial  recommendations, 
comments  must  be  submitted  by  February  1,  1998. 
Written  comments  received  after  then  but  prior  to 
March  1,  1998,  will  be  given  to  CPERS  before  their 
March  meeting.  All  CPERS  meetings  include  an 
opportunity  for  public  comments. 

Additional  information,  including  meeting  notices,  will 
be  provided  to  people  who  have  requested  to  be  placed 
on  the  CPERS  mailing  list. 

To  comment,  request  information,  or  request  your 
name  be  added  to  CPERS'  direct  mailing  list,  please 
write  Sheri  Heffelfinger,  Legislative  Services  Division, 
Room  138,  State  Capitol,  Helena,  MT  59620  or  call  her 
at  (406)  444-3596.  Comments  or  requests  may  also  be 
sent  via  state  ZEPOffice  mail  or  to  the  following  e-mail 
address,  <  sheffelfinger@mt.gov  > . 

Information  is   also   available  through  the   CPERS 
Internet  site  at: 
<  http://www.mt.gov/leg/branch/int_comm.htm  > 


YOUR  BENEFITS  FROM  PROFESSIONAL  INVESTMENT 


Some  PERS  members  are 
concerned  they  haven't 
benefitted  from  recent  high 
returns  in  the  stock  market. 

Certainly,  the  PERS  benefit 
does  not  depend  on  stock 
market       returns.  That 

guarantee  is  one  of  the  best 
features  of  PERS.  A  bear 
market  or  a  level  market  (like 
the  last  half  year)  does  not 
mean  less  benefits  than  a  bull 
market. 

STATE  DOCUMENTS  COLLECTION 


But  it  would  be  a  mistake  to 
assume  members  have  not 
benefitted  from  strong 
investments  made  by  the 
professionals  at  the  Montana 
Board  of  Investments. 

MBOI  has  had  very  good 
returns,  as  demonstrated  by  the 
comparison  with  benchmarks 
within  each  asset  class.  Stocks 
are  reflected  in  the  "Equities" 
category. 


As  importantly,  MBOI  has 
accomplished  these  returns  at  a 
very  low  cost  (less  than  an 
indexed  mutual  fund)  and  with 
a  very  safe  mix  of  investments. 

The  strong  earnings  allowed 
the  PER  Board  to  recommend 
and  the  legislature  to  pass  the 
GABA  benefit  increase.  That 
increase  had  a  cost  of  about  3% 
of  payroll.  But  the  cost  to  you 
was  only  .1%  of  salary.  The 
difference  was  largely  good 
earnings  performance. 
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Total  Rates  of  Return  by  Asset  Class 
Source:  Montana  Board  of  Investments 

PERSTotal  Rates  of  Return 


59620  19  9  7 

Asset  Class  %    Return 

STIP  5.65 

Equities  34.40 

Fixed  Income  9.12 

Ml  Mongages&  Real  Estate  11.77 

All  Assets  19.63 

1996 

Asset  Class  %    Return 

STIP  5.91 

Equities  23.52 

lixed  Income  5.40 

MT  Mortgages  &  Real  Estate  4.65 

All  Assets  12.60 


Asset  Class  % 

STIP 
Equities 
Fixed  Income 
MT  Mortgages 
All  Assets 


1995 
Return 

5.61 
21.30 
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%    Return 

5.26 

34.56 

Bond  8.16 
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5.43 

26.06 

5.01 

13,47 
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5.35 
26.03 
12.55 

17.16 


